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The following article by Dr. Stolper is a brief summary of the forthcoming NPA 
study, Germany Between East and West, the seventh study in a series prepared for 
the NPA Special Project Committee on the Economics of Competitive Coexistence. 
Dr. Stolper has written extensively in the field of international economics, and has 
recently completed a major analysis of the East German economy in affiliation with 
the Center for International Studies, Massachusetts Institute of Technology. 


GERMANY AND “COMPETITIVE COEXISTENCE.” The uncommitted coun- 
tries of the world are a major arena for the peaceful struggle known as “competitive 
coexistence."’ We would however limit ourselves unjustifiably if “uncommitted” were 
simply made synonymous with “underdeveloped.” In an important sense, divided 
Germany itself is a major arena in which the struggle for adherence to one or the 
other power group is carried on, The outward sign of this struggle is the continued 
partition of Germany. 

Soviet pressure can be effectively applied, since the USSR still garrisons the Eastern 
part of Germany, in which no free elections were ever held and where the popular 
support for the regime is undoubtedly very small. As the USSR is in actual control, 
it holds a trump card for any possible reunification. The possibilities for, and the 
terms of, reunification have a direct bearing on competitive coexistence, Germany's 
place in Europe and the world, the degree of Germany's commitment or, conversely, 
neutrality, or its desire for increased East-West trade. 


THE DILEMMA OF GERMAN DIVISION. It seems idle to hope that time will 
make the two parts of Germany forget that they ever were one. National ambitions 
have survived even complete national destruction as Polish history shows. But, there 
is more to it than that: there is Berlin, surrounded by a “Red Sea,” whose position 
as a four-power city is precarious for the West and has always been a potential trouble 
spot. Its position as the one big hole in the Iron Curtain has been a constant irritant 
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the people of NPA 


NPA deeply regrets the loss of a great 
friend, Trustee and Business and Steering 
Committee Member, Beardsley Rum! who died 
on April 17 in Danbury, Connecticut, after a 
short illness. Last November at the 25th An- 
niversary Meeting, Mr. Ruml received the 
NPA Gold Medal Award, presented annually 
since 1947 for ‘outstanding contribution 
through planning to the betterment of human 
life.’ Mr. Clinton Golden, an NPA Vice 
Chairman, in presenting the award said, “In 
previous years it has been our practice to 
award the NPA’s Gold Medal for a specific 
planning achievement. Tonight, we are proud 
and happy to confer it not for any single ac- 
complishment but for a lifetime of planning.” 

Though most widely known as the the 
originator of the pay-as-you-go income tax 
plan, Mr. Ruml's intellectual interests have 
ranged over such large areas of human en- 
deavor that he is classified as an author, agri- 
culturalist, financier, educator, economist, pub- 
lic servant, and connoisseur of art. 

Mr. Ruml coauthored with H. Christian 
Sonne, NPA Chairman, the NPA study, Fiscal 
and Monetary Policy. He also was the co- 
author of the NPA planning pamphlet, The 
Five Percent, and originator and coeditor of 
The Manual of Corporate Giving. His work 
in the field of corporate giving during the 
1950s has, in no small measure, been responsi- 
ble for the increased size and effectiveness of 
corporate contributions to science, education, 
and welfare. In the last few years he has 
devoted himself to the major problems in the 
field of education. 

His insight, foresight, his creative ideas and 
practical advice have been major influences in 
and contributed greatly to NPA’s approach to 
our national problems. 
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to the Communist bloc which has led time and again to 
counterirritations from the blockade to the most recent 
tensions. Berlin could not be given up without serious 
repercussions for the West. Any revolt in East Germany 
of the Hungarian variety would place an extreme strain on 
the West that could perhaps not always be contained in 
the future, 

At present, a situation which might lead to reunification 
on acceptable terms to all participants of world politics is 
hard to visualize; it is difficult to conceive of any acceptable 
alternative to the Western policies currently pursued in 
Europe. 

A continuing division, therefore, may be the best that 
can be achieved in practice in the foreseeable future; but it 
is not a permanent solution satisfying either German aspira- 
tions or Western policy goals in the long run, nor are the 
Russians likely to accept in good faith the status quo as a 
stable equilibrium. As long as the division exists, it must 
be expected to lead to periodic irritations, and to periodic 
attempts by the Soviet Union to change it in its favor. 

Reunification will undoubtedly continue to affect policy 
decisions, even though it is in the indefinite future. While 
it is therefore important to deal at least briefly with the 
economic aspects of reunification, major economic interest 
focuses on the tangible achievements of the two parts of 
Germany, their prospects for future growth, and their eco- 
nomic relationship to each other and to other countries. 


THE KEY ECONOMIC ISSUES. Prewar Germany had 
strong economic ties with the Balkans and eastern Europe 
long before Hitler made such dealings suspect. Eastern 
Germany now has these contacts to an even greater extent 
than before, and the question arises whether pressures for 
increased East-West trade can successfully be exerted on the 
Federal Republic because of the part of East-West trade 
taking place between the two parts of Germany. 

At the same time, Germany with no recent colonial past 
has a particularly favorable trading position in many over- 
seas uncommitted countries which are trying to develop with 
Western aid but are fearful of Western domination. The 
whole of Germany is particularly well adapted to supply 
capital equipment and technical know-how. It possesses 
one of the most efficient industrial complexes in the world 
with an industrial structure well geared to exports and 
imports; it is equipped to supply precisely those goods 
underdeveloped countries want for their economic prog- 
ress, and in return, to absorb those commodities which the 
underdeveloped world can supply. Accordingly, the place 
of Germany in development assistance by the West to the 
poorer areas of rapid social change is one of great 
significance. 

There is an additional consideration also related to 
Germany's division which enhances the role of Germany 
in competitive coexistence. We are interested in compar- 
ing economic progress in China and India because it is a 
contest that may suggest to other Asiatic and perhaps Afri- 
can countries the use of democratic or totalitarian methods 
in their own economic development. It is not as generally 
recognized that a similar contest is also taking place in the 
heart of Europe. For the first time, a Soviet dominated 
and planned economy is being built up in two already 
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highly industrialized countries, Czechoslovakia and East 
Germany. Both are efficient producing centers which can 
be used to supply the needs of underdeveloped countries. 
There is considerable significance, therefore, in the extent 
to which Eastern Germany enlarges the capacity of the 
East for competitive coexistence in the uncommitted world, 
or to the extent that it may represent a drain on Soviet 
bloc resources. 

A comparison of developments in the Federal Republic 
and East Germany, the so-called German Democratic Re- 
public, thus has tangible political implications. If economic 
development in the East were to proceed at a high rate, 
East Germany might become an attraction, rather than a 
deterring example, to others in a similar position. if, 
moreover, the rate of growth in the East were to be greater 
than in the West, or the free economies were to slow down, 
then pressures for increased East-West trade, or economic 
and political change may increase. In contrasting Soviet 
and American rates of growth one is not only comparing 
a planned with a free economy, but also a recently back- 
ward with a relatively advanced country—a country with 
old authoritarian traditions with one long steeped in demo- 
cratic and liberal traditions. But when rates of growth of 
East and West Germany are compared one deals with two 
units of common culture and background. Development 
contrasts in the two parts of Germany, once they enter the 
consciousness of the general observer, will be recognized 
as perhaps no less relevant than the comparison of the 
development of China and India. 


THE PREWAR GERMAN ECONOMY. In May 1939, 
the date of the last prewar census, the Reich had 69.3 
million inhabitants, of which 43 million lived in the West, 
16.7 million in the area of today’s East Germany, and 9.6 
million in the areas lopped off after the war. Population 
density in the two present German areas was roughly the 
same, indicating that the two parts of Germany were much 
closer in structure than is commonly supposed. In fact, 
Russia gained in East Germany control over a highly effi- 
cient producing machine. 

The severed areas east of the Oder-Neisse were agricul- 
tural surplus areas. Broadly speaking, the Eastern part of 
Germany was balanced agriculturally while the Western 
part needed agricultural imports badly; the Eastern part had 
more pork, while the Western part had a cattle economy, 
produced a larger amount of sugar beets for its own use, 
and more than enough potatoes. 

The major characteristics in the industrial structure can 
also be quickly sketched. They followed essentially from 
the fact that the major bituminous coal producing areas 
were in the Ruhr and the, now Polish, Siiesian basin. In 
other respects endowment with natural resources was sur- 
prisingly similar; both areas had substantial deposits of 
lignite; both were major producers of potash. While the 
Western part had more water power, the Eastern part 
could develop lignite as a cheap power resource and indeed 
produced more electricity per capita before the war than 
any other European area. 

Heavy metallurgical industries and heavy machinery, in- 
cluding shipbuilding, were concentrated in the West and 
the now Polish Upper Silesian basin. While the area of 


today’s German Democratic Republic was the center of 
locomotive building and produced large amounts of other 
heavy machinery, its main concentration was in the lighter, 
more labor-intensive machine industries such as textile 
machinery, optical equipment, office machinery, and the 
like. 

The use of lignite as the basis of cheap electric power led 
to one further division of labor. Aluminum and mag- 
nesium output was concentrated in the areas of the German 
Democratic Republic. Soft coal tar chemicals were concen- 
trated in the West, but the bulk of heavy chemicals, and 
the major production of synthetic gasoline and of synthetic 
rubber was located in the area of the German Democratic 
Republic. 

Trade between these two areas was intensive, and the 
over-all trade dependence of what is now Western Germany 
was greater than that of the Eastern part. However, a 
larger share of the production of the German Democratic 
Republic went abroad than of the total output of the Fed- 
eral Republic. 


POSTWAR GROWTH OF THE FEDERAL REPUBLIC. 
The economic performance of the Federal Republic, par- 
ticularly since the currency reform in 1948, has surpassed 
all expectations. Though hardly a ‘miracle’ and quite 
amenable to rational explanation, nevertheless it is aston- 
ishing when compared with the low starting point of 1945 
or 1948. When comparison is made with the prewar base, 
the performance remains excellent though developments 
are not startlingly different from what happened in other 
industrialized countries. 

What were the major elements in postwar West German 
growth? First, postwar population growth has been con- 
centrated in the Federal Republic rather than in the Eastern 
Zone. Initially, the population surge stemmed from the 
westward flow of displaced persons and, since 1950; in- 
creasingly from the flight of East German refugees. 
Though the sudden increase in population through the 
migration of refugees was at first a terrible burden on the 
economy, it was, in the long run, converted into an asset. 
The labor force grew rapidly, and unemployment virtually 
disappeared. 

Industrial production has increased sharply; since 1950, 
the average annual increase has been 13.6 percent. Nor has 
agriculture lagged in this performance. Farm output has 
practically kept up with population growth, and the share 
of agricultural products in total imports has—as has that 
of raw materials—actually dropped in comparison with 
the prewar level. 

Statistical evidence suggests a lower import dependence 
than before the war—a conclusion with significant conse- 
quences for the degree to which the policy of the Federal 
Republic may be circumscribed by trade needs. A sizable 
export surplus has been created, and in the reorientation of 
West German trade from East to West, the country. has 
succeeded completely in integrating its economy with the 
rest of the world and in overcoming the economic wounds 
inflicted by the division of Germany. 

Finally, the real gross national product of the Federal 
Republic had already surpassed the 1936 level in the aggre- 
gate by 1950, and on a per capita basis by 1951. By 1955, 


the real product was 179 percent of 1936, and by 1958, it 
was another 15 percent higher. The average annual. rate 
of growth for 1950-58 works out to 9.6 percent. Real per 
capita income and consumption in 1955 were both about 
133 percent of the 1936 level, and another 13 percent or 
so above the 1955 level by 1958. 


POSTWAR GROWTH OF EAST GERMANY. In 1950, 
East Germany's GNP was still at least 20 percent below 
the 1936 figures; even in 1957, it was only about 20 
percent above the 1936 level as against over 90 percent 
above for West Germany. Nonetheless, since 1950, average 
annual growth rates in East Germany have not been far 
below those of the Federal Republic; the figures are esti- 
mated at about 8.5 and 10.3 percent respectively for the 
period 1950-57. 

Labor force problems have been one persistent obstacle 
to economic growth; westward migration diminished the 
absolute size of the East German population by nearly a 
million between 1950 and 1957. Thus, on a per capita 
basis—population having declined in the East and increased 
in the West—there is probably little difference in East and 
West German growth rates between 1950 and 1957. Of 
course the continuing depressed level of East German living 
standards should be noted; however, this disparity is likely 
to lessen, and East Germany may for a while actually 
register higher future per capita rates than the Federal 
Republic. 

Unlike the Federal Republic where all major sectors 
increased, we find in the German Democratic Republic the 
typical Soviet pattern of development. Consumption and 
residential construction were clearly slighted to achieve in- 
creases in business investment; the production of goods 
which, though by no means negligible, nevertheless fell 
substantially short of West German achievements. 

Furthermore, agricultural output never reached the pre- 
war level in the postwar years, and by 1957, it was about a 
third below prewar output despite no reduction in the farm 
labor forces. 

Foreign trade was, of course, completely reoriented to 
the Soviet bloc, and import dependence appears to have 
increased. All in all, the economy of the German Demo- 
cratic Republic worked poorly by Western standards, par- 
ticularly when compared to 1936, but it worked; it grew 
less, but it grew. 

Part of the reason for this differential growth perform- 
ance between East and West lies in the respective occupa- 
tion policies. Soviet dismantling of East German plant 
was heavy. Production for reparations account was ex- 
tremely large (at least until 1953), and occupation costs 
were steep in the Eastern Zone. By contrast, West Germany 
received CARE assistance, relief by the occupation, and 
Marshall Plan aid amounting to some $4 billion. 

A more fundamental cause for the disparity of growth, 
of course, stems from the economic systems chosen in the 
West and imposed on the East. In one case, a smoothly 
functioning market economy was speedily integrated into 
an expanding world economy; in the other, mistakes in 
planning (including neglect of agriculture) and absorption 
into a relatively uncoordinated trade network hindered more 
rapid economic expansion. It must be realized, however, 
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that indiscriminate Soviet drains on the East German 
economy are a thing of the past, and that planning can be 
expected to improve with time. Consequently, we cannot 
simply extrapolate the inferior performance of the East 
German economy over the past 15 years into the future. 


FUTURE PROSPECTS IN THE FEDERAL REPUBLIC. 
As the labor force will not increase greatly, future increases 
in GNP will therefore depend almost entirely on invest- 
ment and on a more productive use of the available labor 
force. The chief reservoir of labor for such a reallocation 
is agriculture, which is still relatively inefficient. 

If past experience is any guide, we can expect sudden 
increases in Output per man in the future, as some past 
investments mature. With an increase in GNP of 5 per- 
cent, consumption will also increase in the aggregate by 5 
percent per annum, and on a per capita basis, by well over 
3 percent—a high rate by past or international standards. 

The potential export surplus is of particular interest in 
view of its implications for future availability of capital 
exports. Here, the prospects are that we may see both an 
increase in capital exports and in imports relative to exports 
with a simultaneous decrease in the accumulation of foreign 
exchange reserves. The implications are that, on the one 
hand, the Federal Republic can use the products many 
developing countries have to offer and, on the other, that 
it can supply them with precisely the goods they wish and 
need for their development. In the present context this 
means that increased imports of raw materials and food- 
stuffs into the Federal Republic from developing countries 
permit the latter to buy more in the Federal Republic as 
well as to expand the industries in which they already have 
a comparative advantage. 


FUTURE PROSPECTS IN EAST GERMANY. Despite 
recent successes in East Germany, over the long run it is 
unlikely that gross national product will rise faster in 
East than in West Germany, unless West Germany is hit 
by a recession. The limitations of the labor force and lower 
productivity are even greater in East than in West Germany. 
It is difficult to see how, in the next 12 years, agriculture 
could spare more than, say, 150,000 workers; and it is 
impossible to see how “‘other occupations” could spare more 
than 50,000. That is, industrial employment can rise little 
or not at all. If we further assume that a somewhat greater 
relative share of GNP will go to consumption than in the 
past, we can assert that increases in GNP in the future 
cannot be as great as in the past. 

Substantial East German capital exports seem unlikely. 
East German exports will, however, increase and will 
prominently feature capital goods, just like West Germany, 
though not necessarily of exactly the same kind. However, 
the general lack of success with agriculture in the East 
could be turned into a potential advantage. For agricultural 
surpluses and raw materials of less developed countries 
could be imported into'the area of the German Democratic 
Republic with the greatest of ease, if the planners so de- 
sired. Yet, limitations to the use of this weapon are 
inherent in the prejudices of the planner. 


(Continued on page 6) 
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Robert K. Buck, NPA Agriculture Committee Member, 
became a tenant farmer in his native Towa culminating 
several years of experience in agricultural economics, tech- 
nology, and management. Mr. Buck's initial experiences 
in hog and cattle farming served as valuable background 
for the NPA study, Beginning Farmers: A Vulnerable 
Group in American Agriculture. The purpose of this 
study, authored by Mr. Buck, was to give the public a 
better understanding of the economic prospects of the new 
farmer. Warning that the nation cannot dismiss the prob- 
lems of beginning farmers by a “‘survival of the fit” ap- 
proach, Mr. Buck states that the “effectiveness with which 
young farmers get their farming operations ‘shored up’ 
in the next few years will have a great bearing on their 
own long-run productivity and efficiency, and on the sound- 
ness of American agriculture in future years.” 

Mr. Buck received his undergraduate and Master's de- 
grees in agricultural economics from Iowa State College. 
Later, he worked with the Research and Extension Division 
in farm management at the college, and also spent two 
years in country agricultural planning, a group working in 
cooperation with the USDA. 

As head of the Analysis Section of the Rural Rehabilita- 
tion Program of the Farm Security Administration (1941- 
42), Mr. Buck attempted to measure and evaluate results 
of the eight years of operation of the program. From 1943 
until the end of the war, served as an officer in the U. S. 
Naval Reserve in Aviation Supply. From 1946-47, he was 
head of the Analysis Section of the Agricultural Program of 
the Tennessee Valley Authority in Knoxville, Tennessee. 

At the present time he is serving on the National Agri- 
cultural Advisory Commission, and the Economics Research 
Advisory Committee of the USDA. He is a Trustee of the 
Agricultural Foundation of his alma mater, Iowa State 
College. 
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Promoting World Economic Growth through 


Aid to Underdeveloped Countries 


“TF THE LESS DEVELOPED COUNTRIES receive ad- 

] ditional foreign capital and increase local savings 
sufficient to lift their per capita incomes by only 1 percent 
more a year over the coming decade, they might well offer 
to the United States alone a market for an estimated $14 
billion of its exports in 1970.” This sound “business 
reason” for supporting aid to underdeveloped countries is 
brought out in a study recently released by the Committee 
for International Economic Growth (CIEG), One Hundred 
Countries and One Quarter Billion People. 

The Committee which was founded last year is a private, 
nonprofit, nonpolitical association devoted to public educa- 
tion on the relationship between international economic 
development and the security of the United States. NPA 
Board of Trustees Member, Eric Johnston, is Chairman of 
the CIEG. 

Paul Hoffman, the author of the study, states that in 1950 
the statistical income per person in 100 countries and terri- 
tories classified as underdeveloped averaged approximately 
$90. It probably reached slightly over $100 per person in 
1959. Although the gross income of these countries grew 
at a rate of 3 percent a year between 1950 and 1959, 
because there were two hundred million more mouths to 
feed, the net increase in income per person was only about 
1 percent, that is $1 per year. “This is too slow— 
dangerously so,” he notes. In light of this meager rate 
of growth, Mr. Hoffman proposes that nations of the world 
set for themselves the common task of increasing this 
annual per capita growth from 1 to 2 percent each year for 
the next 10 years. This would raise the yearly per capita 
income to approximately $125 by 1970. 

In setting up guide lines for any program, Mr. Hoffman 
feels we must keep the following factors in mind. 

1. Economic assistance is not charity and it must not be 
so considered. Today, no single country, rich or poor, can 
achieve maximum economic growth except in an expanding 
economy. 

2. Economic assistance should be divorced from interna- 
tional politics. 

3. It is urgent to speed and expand programs of technical 
assistance, especially work such as that of the United 
Nations Special Fund in surveying natural resources and 
training people in the skills they must have to make effec- 
tive use of their rivers, forests, fields, and mineral wealth. 
This is necessary to enhance the productivity of these low- 
income countries. 

4. Expanded use should be made of the services of the 
United Nations and its specialized agéncies operating in 
the developmental field. The advantages, political, eco- 
nomic, and technical, which repose in the United Nations 
and its affiliates should be more widely recognized. 

5. By far the larger part of the responsibility for supply- 
ing the capital needed to speed development must come 
from the poorer countries themselves. Even though their 
present incomes are pitifully low, a substantial percentage 


must go into savings to finance major parts of their devel- 
opment programs which can be financed in local currencies. 

Over the 10-year period, Mr. Hoffman estimates that 
these underdeveloped countries should be able to earn about 
$378 billion through the sale of their goods in the world 
market. If they are to double their per capita rate of 
economic growth during 1961-70, a reasonable estimate of 
their total import requirement would equal $440 billion. 
Thus, some $62 billion in investment capital would be 
required over and above the estimated carnings from ex- 
ports to buy the necessary amounts of goods. This averages 
about $6.2 billion per year, and Mr. Hoffman estimates 
that an additional $8 billion, at least, will be necessary over 
the 10-year period to cover costs such as debt service and 
transportation charges. This would total $70 billion or $7 
billion per year. This per annum cost of $7 billion is 
about $3 billion less than was sent to the underdeveloped 
areas in 1957-58. 

To meet this deficit, Mr. Hoffman proposes that private 

investments and bankable loans might be increased to take 
care of $1 billion, or $10 billion over the 10-year period, 
of the shortage. The other $2 billion, or $20 billion over 
the 10-year period, would have to be financed in some 
other manner. Mr. Hoffman suggests that the International 
Development Association, with its emphasis on longer-term 
loans with lower rates of interest, might be able to finance 
about one half of this amount. The remainder would have 
to be raised by other means, preferably a multi-nation 
organization. 
6. Increased investment and preinvestment are necessary 
to expand not only the economies of the underdeveloped 
countries, but also of the developed nations, The link of 
international trade can produce an expanding world econ- 
omy. Development aid is in essence trade, just as increased 
trade is development aid. 

Mr. Hoffman points out that his goals may be modest 
if one views the success of the Marshall Plan. The original 
estimate of the European Economic Committee stated that 
approximately $29 billion of assistance would be required 
to restore industrial and agricultural production in Western 
Europe to prewar levels, and that it would take four years 
to reach that goal. The Harriman Committee estimated 
that it could be done for $17 billion. The actual result was 
accomplished with U. S. aid of about $13 billion, of which 
about $1 billion has since been repaid. 

Mr. Hoffman believes that if the underdeveloped coun- 

tries can create and sustain the dynamic environment from 
which steady increases in national income and human well- 
being will spring, the people of the industrialized nations 
will do their part. A steadily expanding world economy 
will be the result of this union. 
(One Hundred Countries and One Quarter Billion People, 
Paul G. Hoffman, The Committee for International Eco- 
nomic Growth, Washington, D. C.: 1960, 62 pp., available 
on request.) 
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Dr. Colm Receives Award 


NPA’s Chief Economist, Dr. Gerhard Colm, was pre- 
sented the Commander's Cross of the Order of Merit of 
the Federal Republic of Germany on March 4, 1960. The 
presentation was made by the German Ambassador at his 
residence in Washington on behalf of the President of the 
Federal Republic. 

Ambassador Grewe, in presenting the decoration, stated 
that the award was a token of gratitude for Dr. Colm’s 
distinguished services to Germany's postwar rehabilitation 
and to the promotion of German-American understanding. 
He recalled that Dr. Colm served as an economic advisor 
to the Military Government for Germany and in this posi- 
tion was to a high degree responsible for the preparation 
of the successful currency reform of 1948 which was the 
starting point of Germany's economic recovery. 

The Ambassador also noted that Dr. Colm has always 
been willing to make his experiences available to his Ger- 
man colleagues and thereby helped to promote good rela- 
tions between the United States and the Federal Republic. 


A. M. Lederer 
Elected President of CIOS 


NPA International Committee Member, A. M. Lederer 
became president of the International Committee of Scien- 
tific Management (CIOS) at its congress held in Australia, 
February 22-March 4. Mr. Lederer, President of the A. M. 
Lederer & Co., New York, has been chairman of the 
Council for International Progress in Management, the 
American arm of the CIOS, for the past 6 years. A feature 
story about Mr. Lederer and the workings of the CIOS 
appeared in the March 12 issue of Business Week 
magazine. 


(Continued from page 4) 


Germany Between East and West: 


An Economic Evaluation 


THE ECONOMIC CONSEQUENCES OF REUNIFICA- 
TION. The discussion of the economic consequences of 
reunification has a certain misty quality to it. As stated at 
the outset, at present, no chance for reunification on terms 
acceptable to both sides is visible. At the same time, a 
permanent division of Germany seems—at least to this 
writer—as much wishful thinking or thoughtless pessimism 
(as the case may be) as a desire to see reunification tomor- 
row on any terms. It is well to remember that a year before 
the State Treaty with Austria was signed, it would have 
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been difficult to find many people who could imagine such 
an event. Some events, which cannot at present be visual- 
ized, might make an agreement on reunification possible. 
Thus, we should sketch, at least briefly, the possible conse- 
quences of reunification; because neither the date nor the 
method of reunification is known, no detailed analysis can 
be set forth. 

History moves only in one direction, and many changes 
in Soviet Germany cannot be easily reversed—among them 
land reform, changes in the structure of agricultural pro- 
duction, and the expansion in the heavy chemical industries 
in the East. 

Reunification would affect the flow of labor from East 
to West less than is probably thought. The East-West flow 
has been going on for decades as the result of a well-known 
and well-studied wage gradient. After reunification labor 
might even move back to the East for a while, although, as 
the date of the reunification recedes into the future, the re- 
turnees would be limited more and more to less settled or 
recent arrivals, 

In spite of the artifically low living standards in the East, 
the economy of the German Democratic Republic is starved 
for capital, particularly for working capital. This has been, 
in part, the consequence of the (now abolished) repara- 
tions to Russia, as well as a misdirection of resources due 
to faulty planning (which is now being corrected). Bring- 
ing the Eastern part of reunified Germany up to the pro- 
ductivity standards of the West and closer to its living 
standards would require capital flows from West to East 
at least for a while. This must be expected to have priority 
for patriotic reasons, if for no others; they would thus 
interfere with capital exports elsewhere. 

There is, however, every reason to expect that some of 
the major needs would be temporary. Once the pipelines 
are full and the more urgent needs of consumers, for ex- 
ample, shoes, are satisfied, import needs would fall back 
to a more normal level. The investment requirements in 
fixed capital and the raising of housing standards are a 
longer-term proposition. But many difficulties have been 
created, not so much by shortages of plant—a major excep- 
tion is obviously electric power generation—but by faulty 
planning and inefficient supplies, by exploitation, and by 
insufficient as well as inefficient integration into the Eastern 
world. These artificial bottlenecks could be removed faster 
than the legal tangles—the Volkswagen works produced 
efficiently even though their ownership was quite unclear— 
and faster than new plants could be built. Thus, output 
may be expected to increase rather quickly as the economy 
is organized more effectively. 

We can surmise that the standard of living—particularly 
in housing—would for a while remain lower in the East; 
that investments would have to grow for several years; and 
that West German export surplus may well disappear, at 
least temporarily. In other words, reunification could well 
strain all the resources of the Federal Republic for two or 
three years insuring it a booming economy, but also mak- 
.ing capital export in other directions difficult; and thus, 
the East German economy could improve quickly. If inter- 
national trade were redirected, the combined German 
export ability would increase and the available resources 
would be used more efficiently. 


Except for this strained initial period, the Western and 
uncommitted world could ultimately benefit from the eco- 
nomic potential of a reunited Germany. In addition to any 
potential capital exports, the world could gain from in- 
creased imports by Germany and this precisely would be a 
significant result of reunification. 

The economic difficulties of achieving more East-West 
trade are, however, very great, and here too a healthy 
skepticism is necessary to keep in perspective what could 
be achieved under reunification, Traditional exchange can 
hardly be resorted to its prewar importance since too many 
changes have occurred, particularly in the East. To be sure, 
Poland exports substantial amounts of coal, and perhaps 
could export more; and more bauxite and wheat could come 
from Hungary. To some extent, therefore, a shift toward 
the prewar pattern of East-West trade could occur. But 
aside from the fact that most of these goods are also plenti- 
ful in the West, there are limits to such a restoration of 
trade in the economic development plans of the Communist 
countries. By stressing investment and industrialization, 
factors are shifted out of traditional pursuits, and at the 
same time, the Eastern demand for raw materials increases 
for the very reason that economic development takes place. 
Thus, the old East-West complementarity, though far from 
dead, is seriously limited, and East-West competition for 
raw material imports would be likely to take its place. This 
also implies a sharper competition between East and West 
on third markets for both supplies of materials and for 
sales of industrial products. 

When all is said, the attractiveness of East-West trade 
is probably greater for Germany than for any other Western 
country. Nevertheless, the interests of either the Federal 
Republic, or a reunited Germany lie clearly in the West, 
particularly as Germany has, after all, not only traditional 
markets in the Balkans and in Asia, but also in Latin 
America, and as it now would have even freer access to the 
underdeveloped African markets as the Common Market 
develops. The economic attractiveness of the West, thus, 
appears overwhelming. 


SUMMING UP. What, in brief, follows from our 
evaluation ? 


@ First, in our view, the real interests of West Germany, 
whether divided or unified, lie unequivocally with the 
West. Politically, the only feasible course open to the 
Federal Republic in the foreseeable future is to stay firmly 
within the Western framework, to work toward a political 
federation of Europe—ultimately, perhaps, toward the cre- 
ation of a third force able to stand on its own feet and 
capable of attracting parts of the Eastern orbit. This is, in 
effect, the direction of present West German policy al- 
though political federation even for the six members of 
the Common Market community is still a long-range ideal. 


@ Second, perhaps more than other Western countries, 
Germany may nonetheless be subject to temptations for 
increased East-West trade. Such inducements come from 
two facts: first, that much of it now is intra-German trade 
which however is still only at about 10 percent of its pre- 
war level; and, second, that Germany has traditionally good 
relations with the Balkans. 


However, trade between centrally planned and market 
economies is, under any circumstances, difficult. In addi- 
tion, changes in the more advanced Eastern economies make 
such trade, without financing by the West, difficult. Much 
of East Germany's production of development goods which 
might go either to Western advanced or developing coun- 
tries or even to uncommitteed underdeveloped countries is, 
in fact, geared to the needs, and earmarked for delivery, 
within the bloc. Development programs in other bloc 
countries have diminished their traditional supplies of raw 
materials while increasing their demand for them, At the 
same time, their industrialization has probably not yet 
reached the stage where they can trade their own industrial 
goods for those of the West on a large scale. 


@ Third, Germany has traditional ties not only with the 
Balkans, but also with Latin America, the Near East, and 
Africa. The fact that it has no recent colonial past and 
that it does not possess enough military and_ political 
power to be feared by newly independent countries gives 
it a particularly good entree which the Federal Republic 
is utilizing skillfully and cultivating carefully. 

At the same time, the structure of the economies of both 
the Federal Republic and of the German Democratic Re- 
public enables them to deliver the development goods 
needed, and makes them potential sources of capital and 
know-how. The Federal Republic has indeed unique op- 
portunities in underdeveloped countries, whether committed 
or uncommitted. Increased competition between the Fed- 
eral and the German Democratic Republic in uncommitted 
markets must be expected, but the ability of the German 
Democratic Republic to enter those markets is rather lim- 
ited. In many important instances the Federal Republic 
exports more—often much more—than the total produc- 
tion of the German Democratic Republic for domestic and 
foreign use, and this capacity of the Federal Republic is by 
no means simply due to her greater size. 

The potentialities for the Federal Republic are twofold. 
On the one hand, the Federal Republic is an excellent 
trading partner for many underdeveloped countries; on the 
other, it is a potential capital exporter. Annual sums of 
$500 million to $1 billion a year for capital exports by the 
Federal Republic are a feasible range for the future al- 
though important capital exports have only recently begun. 

In capital exports, the German Democratic Republic 
could not compete with the Federal Republic, whose de- 
clared policy tends toward the stimulation and possible 
guarantee of private investments abroad. However, in the 
supply of know-how, the competitive position of the Ger- 
man Democratic Republic is strong, though still inferior 
to that of the Federal Republic. Regarding the supply of 
investment goods, the competitive position of the German 
Democratic Republic vis-a-vis the Federal Republic is lim- 
ited by (a) the inability to finance them, (b) the relatively 
lower output and productivity, (c) the need to supply first 
the USSR, Czechoslovakia, and the less advanced countries 
of the Soviet bloc, and (d) the fact that without radical 
changes in planning priorities, the German Democratic 
Republic is a limited market for consumer goods and raw 
materials such as cocoa or coffee, cotton or wool, which are 
eventually destined for personal consumption rather than 
investment. 
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If West and East Germany were reunified, internal needs 
would cause their combined ability to finance exports to be 
smaller than that of the Federal Republic for a few years, 
while increasing their combined potential as a trading 
power. 


@ Fourth, we suggested earlier that the division of Ger- 
many makes for competition between two rival economic 
systems on the soil of one of the industrially most advanced 
areas of the world. Thus, developments in the Federal 
and Democratic Republics are perhaps no less significant 
than the comparison of India and China for the future of 
competitive coexistence, 

Since 1950, when the first Five Year Plan ‘was inaugu- 
rated, the German Democratic Republic has made progress 
although by 1957 the prewar level of income was exceeded 
by only a small margin. In some sectors the progress was 
substantial. Yet, over-all and sector by sector, the Federal 
Republic has outproduced, outconsumed, and outtraded the 
German Democratic Republic to such an extent that there 
can be little doubt as to the comparative efficiency of the 
two systems in the past. 

Nevertheless, some caution is appropriate. Many of the 
failures of the Eastern economy are inherent in planning, 
but many causes of poor development could conceivably be 
removed in the future and some are currently being re- 
moved. Among them are, for example, better terms of 
trade with the Soviet Union, a reform of the price system 
and an increased use of prices in planning instead of plan- 
ning in physical terms, and improved integration within the 
Soviet bloc. A substantially improved performance of the 
planned East German economy is thus possible and indeed 
likely. It is quite possible that in the future, growth rates 
in East and West Germany will be about the same. 
Memories are often short. If there were a temporary slump 
in the West, there would undoubtedly be increased pressure 
for expanded East-West trade accompanied by capital ex- 


ports, although it is doubtful that such pressures could be 
decisive. 


@ Finally, the Federal Republic of Germany stands out 
as an example of a successful free economy, a supplier of 
investment goods and a potential supplier of capital. It 
has most to gain by close integration with the West, and 
neighboring countries probably have less reason to fear it 
as part of a Western federation than alone. West Germany 
can expect to play an important role within such a fed- 
eration toward which it is actively working, and at the 
same time play an increasing role in East-West trade as 
well as in the development of the underdeveloped uncom- 
mitted countries. As its economy grows, the latter role 
may possibly increase unless reunification temporarily ab- 
sorbs most of its capacity for capital exports. A policy of 
West German integration in a Western European federa- 
tion also promises the best hope for reunification by en- 
abling the Federal Republic to grasp a chance if and when 
it arises without the nationalistic overtones which might 
understandably arouse the suspicions of her present friends 
and foes alike. 


(Advance orders may be placed now for Germany Be- 
tween East and West. Single copy price $1.75. Write 
Order Department, NPA, 1606 New Hampshire Ave., 
N. W., Washington 9, D. C.) 
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